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If this form is filed to register additional securities for an offering pursuant
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If this form is a post-effective amendment filed pursuant to Rule 462 (c) under
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Title of Each Proposed Proposed
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Be Registered Registered (1) Per Share (2) Offering Price
Common

Stock, no par

value 42,100,000 $ .1375 $ 5,788,750

(1) Includes an indeterminate number of additional shares of common stock as may
from time to time become issuable by reason of stock splits, stock dividends and
other similar transactions, which shares are registered hereunder pursuant to
Rule 416 under the Securities Act.

(2) The price of $0.1375 per share, which was the average of the bid and asked
prices for the common stock on July 25, 2002, as reported on the Electronic
Bulletin Board of the National Association of Securities Dealers, 1Inc. by Pink
Sheets, LLC, is set forth solely for the purpose of calculating the registration
fee in accordance with Rule 457 (c) of the Securities Act.
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The Registrant hereby amends this Registration Statement on such date or dates
as may be necessary to delay its effective date until the Registrant shall file
a further amendment which specifically states that this Registration Statement
shall thereafter Dbecome effective 1in accordance with Section 8(a) of the
Securities Act of 1933 or wuntil this Registration Statement shall Dbecome
effective on such date as the Commission, acting pursuant to said Section 8(a),
may determine.

The information 1in this prospectus is not complete and may be changed. These
securities may not be sold wuntil the registration statement filed with the
Securities and Exchange Commission is effective. This prospectus 1is not an offer
to sell these securities and is not soliciting an offer to buy these securities
in any state where the offer or sale is not permitted.

SUBJECT TO COMPLETION, DATED July 26, 2002

Prospectus

42,100,000 Shares
Common Stock

This is a public offering of up to 42,100,000 shares of common stock of Enova
Systems, Inc. and an indeterminate number of shares that may become available by
reason of stock splits, stock dividends and other similar transactions. These
shares are being offered by the selling shareholders listed in this prospectus.
We will not receive any of the ©proceeds from the sale of shares. The selling
shareholders may sell the shares offered by this prospectus from time to time in
the national over-the-counter market at their prevailing prices, or in
negotiated transactions.

Our common stock is traded on the National Association of Securities Dealers,
Inc. Electronic Bulletin Board ("OTC Bulletin Board") under the symbol "ENVA".
On July 25, 2002, the OTC Electronic Bulletin Board of the National Association
of Securities Dealers, Inc. reported that the bid price per share was $0.135 and
the asked price per share was $0.14.

Investing in the common stock involves risks.
See "Risk Factors" beginning on page 7.

Neither the Securities and Exchange Commission nor any state securities
commission has approved or disapproved of these securities or determined if this
prospectus 1s truthful or complete. Any representation to the contrary is a
criminal offense.

The shares of common stock offered by this prospectus have not been registered
under the blue sky or securities laws of any Jjurisdiction, and any broker or
dealer should assure itself of the existence of an exemption from registration
or the effect of such registration in connection with the offer and sale of such
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shares.

The date of this prospectus is July 26, 2002

PROSPECTUS SUMMARY

This summary highlights information contained elsewhere in this prospectus. This
summary 1is not complete and does not contain all the information you should
consider Dbefore Dbuying shares in this offering. You should read the entire
prospectus carefully, including the risk factors and consolidated financial
statements and related notes appearing elsewhere in this prospectus. The
prospectus contains forward-looking statements, which involve risks and
uncertainties. Our actual results could differ materially from those anticipated
in these forward-looking statements as a result of various factors, including
those described under "Risk Factors" and elsewhere in this prospectus. See
"Cautionary Note on Forward-Looking Statements."

Our Company

Enova Systems Dbelieves it is a leader in the development and production of
commercial digital power management systems. Power management systems control
and monitor electric power in an automotive or commercial application such as an
automobile or a stand-alone power generator. Our business activities focus on
the development of electric and hybrid electric drive systems and related
components, fuel cell power management systems for both mobile and stationary
power applications, vehicle systems integration and the performance of various
engineering contracts for government and commercial enterprises. Drive systems
are comprised of an electric motor, an electronics control unit and a gear unit
which power an electric vehicle. Hybrid systems, which are similar to pure
electric drive systems, contain an internal combustion engine in addition to the
electric motor, eliminating outside recharging of the battery system. A fuel
cell based system is similar to a hybrid system except that instead of an
internal combustion engine, a fuel cell is utilized as the power source. A fuel
cell is a system which combines hydrogen and oxygen in a chemical process to
produce electricity.

For the quarter ended March 31, 2002, our unaudited financial statements reflect

revenues of $941,000. Our net loss from operations for the three months ended
March 31, 2002 was $704,000. For the year ended December 31, 2001, our audited
financial statements reflect revenues of $3,780,000. Our net loss from

operations was $3,782,000.

We are now building, under contract with global wvehicle and technology
companies, efficient, robust, cost effective digital power processing and energy
management enabling technologies for electric, hybrid electric and fuel cell
powered vehicles. These power management technologies are now being applied to
commercialization of fuel cell power generation for stationary non-automotive
applications. A stationary application would be similar to a gas—-powered
generator and would utilize a fuel cell or a microturbine generator as its power
source to provide electricity in remote locations or where back-up or standby
power is a requirement.

Our development and production program with Ballard Power, formerly Ecostar
Electric Drive Systems, for low voltage electric drive system components for use
in Ford's Global Th!nk City is progressing as planned. Ford has announced that
an all-electric vehicle is scheduled to be introduced in the 2nd half of 2002
for markets in North America. We are designing and manufacturing the electronics



Edgar Filing: ENOVA SYSTEMS INC - Form S-1/A

for the drive system as well as certain auxiliary components. The final
prototype systems are currently undergoing pre-production testing and validation
in the Ford Th!nk vehicle. We anticipate that we will begin to deliver
production systems to Ballard in

the fourth quarter of 2002. The low voltage inverter for the drive system will
be priced around $2,000 per unit and will be delivered to Ballard based on their
projected annual requirements.

We continue to expand our alliances with Hyundai, Ford, other Original Equipment
Manufacturers and Tier-One suppliers for sales of its automotive products. We
offer our modular drive systems to Original Equipment Manufacturers and other
customers. These suppliers are described 1in detail Dbelow and also in the
Management's Discussion and Analysis section of this prospectus. Our drive
systems have been successfully installed and operated in various passenger
vehicles and buses operating in North America, Europe and Asia.

We have successfully integrated our newest hybrid electric Panther (TM) 120kW
drive system (utilizing a microturbine produced by Capstone Microturbine
Corporation as 1ts power source) into vehicles manufactured by Wrights
Environment, a division of Wrights Bus, one of the largest low-floor bus
manufacturers in the United Kingdom. This is the initial delivery to Wrights as
part of our agreement to manufacture and integrate pure electric and hybrid
electric drive systems into Wrights' low floor, mid-size buses for sale in the
United Kingdom and the European Continent. We have additionally delivered a pure
electric Panther (TM) 120kW drive system to Wrights for integration into their
Crusader II bus. The microturbine functions as a power source in this hybrid
drive system similar to an internal combustion gas or diesel engine.

We have also delivered twenty-three 120kW hybrid drive systems to Eco Power
Technology in Italy along with three 40kW Fast Charger system. Eco Power is an
integrator of medium size transit buses for the European shuttle bus market with
key contacts in Rome and Genoa. Eco Power is integrating our systems into its
midsize shuttle buses and we anticipate that they will purchase twenty to thirty
additional systems during 2002. We can make no assurance that Eco Power will
actually purchase any additional systems.

Our stationary power programs continue to attract new potential partners and
customers from both fuel cell manufacturers and petroleum companies. It is
management's Dbelief that utilizing our power management systems for stationary
applications for fuel cells will open new markets for our company. We are
currently developing applications for our products in the telecommunications and
distributed generation markets. Discussions are progressing well and we
anticipate an initial development contract within the third quarter of 2002,
although we can make no assurance that a development contract will materialize
during this time period or at all.

Our company continues to attract new development and integration contracts with
the U. S. Government's Department of Transportation, or "DOT". Enova, Hyundai
Motor Company and the State of Hawaii introduced 15 Hyundai Santa Fe electric
vehicles in Honolulu, Hawaii for test and evaluation prior to their entry into
the U.S. markets. This program will utilize Hawaii's rapid charging stations,
manufactured by AeroVironment, now being installed.

Additionally, in conjunction with the DOT and the State of Hawaii, we are
integrating our drive systems into several vehicles. We have already completed
the manufacture and integration of our Panther (TM) 120kW drive system into a
trolley owned by E Noa Corporation for evaluation in the Hawaii tourist market.
E Noa operates in the Hawaii tourist industry, providing scenic transportation
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services to the islands. We will also be upgrading eight
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Chevrolet S-10 trucks owned by the City of Honolulu to our Panther (TM) 60kW
drive system, including our BCU II battery care unit which will incorporate
fast-charge capability for these vehicles. 1In addition, we are converting an
Eldorado 30-foot bus utilizing our Panther (TM) 120kW drive system for the Hickam
Air Force base in Honolulu. All of these programs are funded in conjunction with
the Hawaii Electric Vehicle Development Project, the DOT and the State of
Hawaii.

Our contract with the DOT to design and test a three-car tram wutilizing the

Panther (TM) 120kW drive system is nearing completion. This tram, capable of
carrying 100 passengers, was delivered in January 2002 to the Honolulu
International Airport for test and evaluation. If successful, we intend to
market this tram system to international markets for application to other
airports, national and recreational parks and other high capacity transit
applications.

The development of our 240kW drive system continues to progress. We are working
in conjunction with other motor and gear manufacturers to develop a robust,
efficient and powerful drive system for heavy-duty applications including
transit buses, heavy-duty trucks and other applications.

We have had many technology advances with Hyundai Motor Company of Korea, the
world's seventh largest automobile manufacturer, with engineering contracts to
design, develop and test electric and hybrid electric drive systems and related
products. These advances include the development of a parallel and series hybrid
drive system for automobiles and medium duty truck and buses as well as power
management systems for vehicle applications. A hybrid drive system utilizes both
an electric motor and an internal combustion engine to maximize performance and
fuel efficiency while reducing emissions. Earlier developments included our 60kW
all electric drive system and our BCU II battery care unit which monitors and
reports on up to 28 automotive Dbatteries 1in a pack. Having successfully
completed our hybrid drive system and fuel cell electric vehicle program, we are
working with Hyundai to earn the production contract for their upcoming parallel
hybrid drive system program. Hyundai has also produced four fuel cell driven
sports utility wvehicles for test and evaluation wutilizing our Panther (TM) 90kW
drive systems.

The industries and markets in which we compete are in their early stages, and we
have not yet been able to achieve profitability in these areas, although we have
established several important Dbusiness alliances. We believe these alliances
will enable us to gain market penetration which will allow us to Dbecome
profitable in the future. In the past, the nature of our operations has been
primarily research and development. We are now concentrating on production and
sales, which we anticipate will increase our profitability. We can make no
assurance that our efforts to 1increase sales or become profitable will be
successful.

Our principal executive offices are located at 19850 South Magellan Drive,
Torrance, California, 90502, and our telephone number is (310) 527-2800.
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The Offering

Common stock offered by the selling
shareholders 42,100,000 shares
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Securities to be outstanding after this
offering (1): 345,627,095 shares of common stock

2,844,336 shares of Series A
Convertible Preferred Stock
(convertible 1into an aggregate of
2,844,336 shares of common stock)
("Series A Stock™")

1,217,196 shares of Series B

Convertible Preferred Stock
(convertible 1into an aggregate of
2,434,392 shares of common
stock) ("Series B Stock")
Voting Rights:
Common Stock: 345,627,095 votes
Series A Stock: 2,844,336 votes
Series B Stock: 2,434,392 votes
Use of proceeds from this offering: We will not receive any of the
proceeds from the shares of common
stock sold by the selling
shareholders. See "Selling
Shareholders".
OTC Bulletin Board symbol: "ENVA"

(1) Securities outstanding on June 30, 2002. Excludes (A) 27,919,702 shares of
common stock issuable upon exercise of outstanding options granted under our
stock option plans plus an additional 17,080,298 shares reserved for issuance
under our stock option plans, and (B) 15,000,000 shares issuable upon exercise
of outstanding warrants.

_5_
Summary Financial Data
As of and For the For the Year ended Five
(in thousands, except per share data) Quarter ended December 31, ende
March 31,
2002 2001 2000 1999

NET SALES $941 $ 3,780 $ 2,883 $ 629
COST OF SALES 702 2,783 2,013 377
GROSS MARGIN 239 997 870 252
OTHER COSTS AND EXPENSES

Research and Development 275 879 626 262

Selling, general and administrative 615 2,894 1,999 796

Interest and financing fees 55 113 174 244

Other expense (income) (2) (7) 6
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Acquisition of research and

Development

Gain on Warranty Reevaluations

Legal Settlements 900 755 125
Total other costs and expenses 943 4,779 2,880 1,427
LOSS FROM CONTINUING OPERATIONS (704) (3,782) (2,010) (1,175
GAIN ON DEBT RESTRUCTURING 0 354 1,551 214

NET LOSS S ( 704)  $( 3,428) S( 459) S ( 961
PER COMMON SHARE:

Loss from continuing operations $(0.01) $(0.01) $(0.01) $(0.01

Gain on debt restructuring $ 0.01

Net loss per common share $(0.01) $(0.01) $0.00 $(0.01
WEIGHTED AVERAGE NUMBER OF
COMMON SHARES OUTSTANDING 302,532 275,189 235,199 251,994
Total Assets $ 4,121 S 4,340 $ 3,094 S 2,697
Long—-term debt $ 3,332 $ 3,332 $ 3,332 $ 3,332
Shareholders' equity (deficit) S( 933) S ( 232) S( 1,648) S ( 5,015

RISK FACTORS

You should

carefully consider the following risks and all other information

contained in this prospectus before you decide to buy our common stock. We have
included a discussion of each material risk that we have identified as of the

date of this

business,

prospectus. If any of the following risks actually occur, our
financial condition or operating results could suffer. If this occurs,

the trading price of our common stock could decline, and you could lose all or
part of the money you paid to buy our common stock.

Risks Relating to this Offering

Economic conditions beyond our control may keep the price of our stock low.

Numerous

many of which are beyond our control, may cause the market

price of our common stock to fluctuate significantly. These factors include, but
are not limited to, the following:

o

continued losses;
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o announcements concerning us, our competitors or our customers;

o market conditions in the electric vehicle and the hybrid
electric wvehicle industry and the general state of the
securities markets.

General economic, political and market conditions, including recession,
international instability or military tension or conflicts may adversely affect
the market price of our common stock. If we are named as a defendant in any
securities-related 1litigation as a result of decreases in the market price of
our shares, we may incur substantial costs, and our management's attention may
be diverted, for lengthy periods of time. The market price of our common stock
may not increase above the offering price or maintain its price at or above any
particular level.

Securities traded on the OTC Bulletin Board are generally thinly traded and an
active market may never develop.

Our common stock trades on the OTC Bulletin Board. Shares traded in the OTC
market are generally bought and sold in small amounts, highly volatile and not
usually followed by analysts. You may therefore have difficulty selling your
shares in the resale market.

"Penny stock" regulations may impose restrictions on marketability of our stock.

The Securities and Exchange Commission has adopted regulations which generally
define "penny stock" to be any equity security that is not traded on a national
securities exchange or NASDAQ and that has a market price of less than $5.00 per
share or an exercise price of less than $5.00 per share, subject to certain
exceptions. Since our securities that are currently included on the OTC Bulletin
Board are trading at less than $5.00 per share at any time, our stock may become
subject to rules that impose

additional sales practice requirements on Dbroker-dealers who sell such
securities to persons other than established customers and accredited investors.
Accredited 1investors generally include investors that have assets in excess of
$1,000,000 or an individual annual income exceeding $200,000, or together with
the investor's spouse, a joint income of $300,000. For transactions covered by
these rules, the broker-dealer must make a special suitability determination for
the purchase of the securities and must receive the purchaser's written consent

to the transaction prior to the purchase. Additionally, for any transaction
involving penny stock, unless exempt, the rules require, among other things, the
delivery, prior to the transaction, of a risk disclosure document mandated by

the SEC relating to the penny stock market and the risks associated therewith.
The Dbroker-dealer must also disclose the commission payable to both the
broker-dealer and the registered representative, current quotations for the
securities and, if the broker-dealer is the sole market-maker, the broker dealer
must disclose this fact and the Dbroker-dealer's presumed control over the
market. Finally, monthly statements must be sent disclosing recent price
information for the penny stock held in the account and information on the
limited market in penny stocks. Consequently, the penny stock rules may restrict
the ability of broker-dealers to sell our securities and may affect your ability
to sell your shares in the secondary market.

We do not expect to pay dividends in the foreseeable future.

We have not declared or paid any cash dividends in the past and do not expect to
pay cash dividends in the foreseeable future. We intend to retain our future
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earnings, if any, to finance the development of our business. We are required to
pay dividends on our Series A Stock and our Series B Stock before we may pay
dividends on our common stock. At March 31, 2002, we had an accumulated deficit
of approximately $90,997,000 and, until this deficit is eliminated, we are
prohibited from paying dividends on any class of our stock except out of net
profits wunless we can meet certain assets and other tests under Sections 500
through 511 of the California Corporations Code. Our board of directors will
determine any future dividend policy 1in light of the all of the foregoing

information and then existing conditions, including our earnings, financial
condition and financial requirements. You may never receive dividend payments
from us.

As of the date of this prospectus, we have outstanding 345,627,095 shares of

common stock, 2,844,336 shares of Series A Stock, each of which is convertible
into one share of common stock, and 1,217,196 shares of Series B Stock, each of
which is convertible into two shares of common stock. Sales of a substantial

number of shares of our common stock in the public market following this
offering could cause our stock price to decline. All the shares sold in this
offering will be freely tradable. Currently, approximately 303,337,000 shares of
our common stock are freely tradable (of which approximately 181,000,000 shares
are subject to volume limitations under Rule 144 promulgated under the
Securities Act of 1933), and an additional 5,278,728 shares of our common stock
issuable upon conversion of the outstanding shares of our Series A Preferred
Stock and Series B Preferred Stock will be freely tradeable (subject to the Rule
144 volume restrictions in the case of shares held by affiliates) upon such
conversion. There remains an additional 103,549,475 shares of common stock that
are authorized but unissued. Shares of common stock issuable upon exercise of
outstanding options will become freely tradable upon issuance. In addition, the
sale of these shares could impair our ability to raise capital through the sale
of additional stock. See "Shares Eligible for Future Sale."
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Our principal shareholders, executive officers and directors have substantial
control over most matters submitted to a vote of the shareholders, thereby
limiting your power to influence corporate action.

Our officers, directors and principal shareholders beneficially own
approximately 60% of our common stock (including in that percentage shares of
our Series A Stock and Series B Stock). As a result, these shareholders have the
power to control the outcome of most matters submitted to a vote of
shareholders, including the election of members of our board, and the approval
of significant corporate transactions. The shareholders purchasing shares in
this offering will have little influence on these matters. This concentration of
ownership may also have the effect of making it more difficult to obtain the
needed approval for some types of transactions that these shareholders oppose,
and may result in delaying, deferring or preventing a change in control of our
company .

The effects of anti-takeover provisions in our charter and bylaws could inhibit
the acquisition of us by others.

Several ©provisions of our articles of incorporation and bylaws could discourage
potential acquisition proposals and could delay or prevent a change in control
of our company.

Risks Related to Our Business

Our industry is new and is subject to technological changes.

The mobile and stationary power markets including electric vehicle and hybrid

10
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electric vehicles continue to be subject to rapid technological change. Most of
the major domestic and foreign automobile manufacturers: (1) have already
produced electric and hybrid vehicles, and/or (2) have developed improved
electric storage, propulsion and control systems, and/or (3) are now entering or
have entered into production, while continuing to improve technology or
incorporate newer technology. Various companies are also developing improved

electric storage, ©propulsion and control systems. In addition, the stationary
power market is still in its infancy. A number of established energy companies
are developing new technologies. Cost-effective methods to reduce price per

kilowatt have yet to be established and the stationary power market is not yet
viable.

Our current products are designed for use with, and are dependent upon, existing
technology. As technologies change, and subject to our limited available
resources, we plan to upgrade or adapt our products 1in order to continue to
provide products with the latest technology. We cannot assure you, however, that
we will be able to avoid technological obsolescence, that the market for our
products will not wultimately be dominated by technologies other than ours, or
that we will be able to adapt to changes in or create "leading-edge" technology.
In addition, further ©proprietary technological development by others could
prohibit us from using our own technology.

There are substantial risks involved in the development of unproven products.

—9—

In order to remain competitive, we must adapt existing products as well as
develop new products and technologies. In fiscal years 2000 and 2001 we spent in
excess of $1.5 million on research and development of new products and
technology. Despite our best efforts a new product or technology may prove to be
unworkable, not cost effective, or otherwise unmarketable. We can give you no
assurance that any new product or technology we may develop will be successful
or that an adequate market for such product or technology will ever develop.

We may be unable to effectively compete with other companies who have
significantly greater resources than we have.

Many of our competitors, in the automotive, electronic and other industries, are
larger, more established companies that have substantially greater financial,
personnel, and other resources than we do. These companies may be actively
engaged in the research and development of power management and conversion
systems. Because of their greater resources, some of our competitors may be able
to adapt more quickly to new or emerging technologies and changes in customer
requirements, or to devote greater resources to the promotion and sales of their
products than we can. We believe that developing and maintaining a competitive
advantage will require continued investment in product development,
manufacturing capability and sales and marketing. We cannot assure you that we
will have sufficient resources to make the necessary investments to do so. In
addition, current and potential competitors may establish collaborative
relationships among themselves or with third parties, including third parties
with whom we have relationships. Accordingly, new competitors or alliances may
emerge and rapidly acquire significant market share.

We have continued losses.

Our company was founded in 1976 as Clover Solar Corporation, but initial sales
were very limited and were unprofitable as a manufacturer of solar powered toys.
The name was then changed to Solar Electric Engineering in 1978. In 1992, we
became known as U. S. Electricar, Inc. In July 2000, we changed our name to
Enova Systems, Inc.

11
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We have been profitable in only one year, fiscal 1986. For the three months
ended March 31, 2002, we lost an additional $704,000 on sales of $941,000. There
can be no assurance that we will achieve profitability in the near or
foreseeable future.

If we do not raise significant additional capital, we will be unable to fund
continuing operations and will 1likely Dbe forced to reduce or even cease
operations.

We need substantial working capital to fund our operations. As of March 31,
2002, we had cash, cash equivalents and short-term investment balances of
approximately $793,000. Our projections show that cash on hand as of March 31,
2002 will be sufficient to fund operations at the current level through December
2002. We have received additional capital from the selling shareholders listed
in this Prospectus in the amount of $4,210,000.

-10-

We are currently negotiating to correct a payment default with respect to a
$120,000 unsecured note to Jeann Schulz. Unless we are successful in our efforts

to raise additional funds, our cash resources will be used to satisfy our
existing liabilities, such as that of Ms. Schulz, and we will be unable to fund
our current operations, which may result in the reduction or cessation of
operations. Even i1if we are successful in these efforts to raise funds, such

funds may not be adequate to fund our operations on a long-term basis.
Future equity financings may dilute your holdings in our company.

We need to obtain additional funding through public or private equity or debt
financing, collaborative agreements or from other sources. If we raise
additional funds Dby issuing equity securities, current shareholders may
experience significant dilution of their holdings. We may be unable to obtain
adequate financing on acceptable terms, if at all. If we are unable to obtain
adequate funds, we may be required to reduce significantly our spending and
delay, scale back or eliminate research, development or marketing programs, or
cease operations altogether.

Potential intellectual property, shareholder or other litigation could adversely
impact our business.

Because of the nature of our Dbusiness, we may face litigation relating to
intellectual property matters, labor matters, product liability or shareholder
disputes. Any litigation could be costly, divert management attention or result
in increased costs of doing business. Although we intend to vigorously defend
any future lawsuits, we cannot assure you that we would ultimately prevail in
these efforts. An adverse judgment could negatively impact the price of our
common stock and our ability to obtain future financing on favorable terms or at
all.

We may be exposed to product 1liability or tort «claims if our products fail,
which could adversely impact our results of operations.

A malfunction or the inadequate design of our products could result in product
liability or other tort claims. Accidents involving our products could lead to
personal injury or physical damage. Any liability for damages resulting from
malfunctions could be substantial and could materially adversely affect our
business and results of operations. In addition, a well-publicized actual or
perceived problem could adversely affect the market's perception of our
products. This could result in a decline in demand for our products, which would
materially adversely affect our financial condition and results of operations.

12
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We are highly subject to general economic conditions.

The financial success of our company is sensitive to adverse changes in general

economic conditions, such as inflation, unemployment, and consumer demand for
our products. These changes could cause the cost of supplies, labor, and other
expenses to rise faster than we can raise prices. Such changing conditions also

could significantly

11—

reduce demand in the marketplace for our products. We have no control over any
of these changes.

We are an early growth stage company.

Although our company was originally founded 1in 1976, many aspects of our
business are still in the early growth stage development, and our proposed
operations are subject to all of the risks inherent 1in a start-up or growing
business enterprise, including the likelihood of continued operating losses. The
likelihood of our success must be considered in light of the problems, expenses,

difficulties, <complications, and delays frequently encountered in connection
with the growth of an existing business, the development of new products and
channels of distribution, and current and future development 1in several key

technical fields, as well as the competitive and regulatory environment in which
we operate.

We operate in a highly regulated business environment and changes in regulation
could impose costs on us or make our products less economical.

Our products are subject to federal, state, local and foreign laws and
regulations, governing, among other things, emissions as well as laws relating
to occupational health and safety. Regulatory agencies may impose special
requirements for implementation and operation of our products or may
significantly impact or even eliminate some of our target markets. We may incur
material costs or liabilities in complying with government regulations. In
addition, ©potentially significant expenditures could be required in order to
comply with evolving environmental and health and safety laws, regulations and
requirements that may be adopted or imposed in the future.

We are highly dependent on a few key personnel and will need to retain and
attract such personnel in a labor competitive market.

Our success 1is largely dependent on the performance of our key management and
technical personnel, including Carl Perry, our Chief Executive Officer, Abas
Goodarzi, our Chief of Technology, Don Kang, our Vice President of Engineering
and Larry Lombard, Finance and Administration, the loss of one or more of whom
could adversely affect our business. Additionally, 1in order to successfully
implement our anticipated growth, we will be dependent on our ability to hire
additional qualified personnel. There can be no assurance that we will be able
to retain or hire other necessary personnel. We do not maintain key man life
insurance on any of our key personnel. We believe that our future success will
depend in part upon our continued ability to attract, retain, and motivate
additional highly skilled personnel in an increasingly competitive market.

There are minimal barriers to entry in our market.

We presently license or own a limited amount of ©proprietary technology and,
therefore, have created little or no barrier to entry for competitors other than
the time and significant expense required to assemble and develop similar
production and design
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capabilities. Our competitors may enter into exclusive arrangements with our
current or potential suppliers, thereby giving them a competitive edge which we
may not be able to overcome, and which may exclude wus from similar

relationships.
Our industry is affected by political and legislative changes.

In recent years there has been significant public pressure to enact legislation
in the United States and abroad to reduce or eliminate automobile pollution.
Although states such as California have enacted such legislation, we cannot
assure you that there will not be further legislation enacted changing current
requirements or that current legislation or state mandates will not be repealed
or amended, or that a different form of zero emission or low emission vehicle
will not be invented, developed and produced, and achieve greater market
acceptance than electric or hybrid electric vehicles. Extensions, modifications
or reductions of current federal and state legislation, mandates and potential
tax 1ncentives could also adversely affect our Dbusiness prospects 1if
implemented.

CAUTIONARY NOTE ON FORWARD-LOOKING STATEMENTS

Some of the matters discussed under the captions "Prospectus Summary," "Risk
Factors," "Management's Discussion and Analysis of Financial Condition and
Results of Operations," "Business" and elsewhere in this prospectus include

forward-looking statements. We have based these forward-looking statements on
our current expectations and projections about future events.

In some cases, you can identify forward-looking statements by terminology such

as "may," "will," "should," "could," T"predicts," "potential," "continue,"
"expects," "anticipates," "future," "intends," "plans," "believes," "estimates"
and similar expressions. These statements are based on our current beliefs,

expectations and assumptions and are subject to a number of risks and
uncertainties. Actual results, levels of activity, performance, achievements and
events may vary significantly from those implied by the forward-looking
statements. A description of risks that could cause our results to vary appears
under the caption "Risk Factors" and elsewhere 1in this prospectus. These
forward-looking statements are made as of the date of this prospectus, and,
except as required under applicable securities law, we assume no obligation to
update them or to explain the reasons why actual results may differ.

-13-

USE OF PROCEEDS

All proceeds from any sale of shares of common stock offered by the selling
shareholders will be received by the selling shareholders and not by us.

PRICE RANGE OF COMMON STOCK

Our common stock is traded in the National Association of Securities Dealers,
Inc. Electronic Bulletin Board ("OTC Bulletin Board") under the symbol "ENVA".
The following table sets forth, for the fiscal quarters indicated, the high and
low prices for our common stock as reported on the Electronic Bulletin Board of

the National Association of Securities Dealers, Inc. by Pink Sheets, LLC. The
following over—the-counter market quotations reflect inter-dealer prices,
without retail mark-up, markdown or commission, and may not necessarily

represent actual transactions.
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